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§244.3

including proceeds of rights or other
assets, whether as remittances by obli-
gors or as other recoveries.

Single vertical security means, with re-
spect to any securitization transaction,
an ABS interest entitling the sponsor
to a specified percentage of the
amounts paid on each class of ABS in-
terests in the issuing entity (other
than such single vertical security).

Sponsor means a person who orga-
nizes and initiates a securitization
transaction by selling or transferring
assets, either directly or indirectly, in-
cluding through an affiliate, to the
issuing entity.

State has the same meaning as in Sec-
tion 3(a)(16) of the Securities Exchange
Act of 1934 (15 U.S.C. 78c(a)(16)).

United States or U.S. means the
United States of America, including its
territories and possessions, any State
of the United States, and the District
of Columbia.

Wholly-owned affiliate means a person
(other than an issuing entity) that, di-
rectly or indirectly, wholly controls, is
wholly controlled by, or is wholly
under common control with, another
person. For purposes of this definition,
“wholly controls’” means ownership of
100 percent of the equity of an entity.

Subpart B—Credit Risk Retention

§244.3 Base risk retention require-
ment.

(a) Base risk retention requirement. Ex-
cept as otherwise provided in this part,
the sponsor of a securitization trans-
action (or majority-owned affiliate of
the sponsor) shall retain an economic
interest in the credit risk of the
securitized assets in accordance with
any one of §§244.4 through 244.10. Credit
risk in securitized assets required to be
retained and held by any person for
purposes of compliance with this part,
whether a sponsor, an originator, an
originator-seller, or a third-party pur-
chaser, except as otherwise provided in
this part, may be acquired and held by
any of such person’s majority-owned
affiliates (other than an issuing enti-
ty).

(b) Multiple sponsors. If there is more
than one sponsor of a securitization
transaction, it shall be the responsi-
bility of each sponsor to ensure that at
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least one of the sponsors of the
securitization transaction (or at least
one of their majority-owned or wholly-
owned affiliates, as applicable) retains
an economic interest in the credit risk
of the securitized assets in accordance
with any one of §244.4, §244.5, §244.8,
§244.9, or §244.10.

§244.4 Standard risk retention.

(a) General requirement. Except as pro-
vided in §§244.5 through 244.10, the
sponsor of a securitization transaction
must retain an eligible vertical inter-
est or eligible horizontal residual in-
terest, or any combination thereof, in
accordance with the requirements of
this section.

(1) If the sponsor retains only an eli-
gible vertical interest as its required
risk retention, the sponsor must retain
an eligible vertical interest in a per-
centage of not less than 5 percent.

(2) If the sponsor retains only an eli-
gible horizontal residual interest as its
required risk retention, the amount of
the interest must equal at least 5 per-
cent of the fair value of all ABS inter-
ests in the issuing entity issued as a
part of the securitization transaction,
determined using a fair value measure-
ment framework under GAAP.

(3) If the sponsor retains both an eli-
gible vertical interest and an eligible
horizontal residual interest as its re-
quired risk retention, the percentage of
the fair value of the eligible horizontal
residual interest and the percentage of
the eligible vertical interest must
equal at least five.

(4) The percentage of the eligible
vertical interest, eligible horizontal re-
sidual interest, or combination thereof
retained by the sponsor must be deter-
mined as of the closing date of the
securitization transaction.

(b) Option to hold base amount in eligi-
ble horicontal cash reserve account. In
lieu of retaining all or any part of an
eligible horizontal residual interest
under paragraph (a) of this section, the
sponsor may, at closing of the
securitization transaction, cause to be
established and funded, in cash, an eli-
gible horizontal cash reserve account
in the amount equal to the fair value of
such eligible horizontal residual inter-
est or part thereof, provided that the
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